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UROTECT v i SAPEAKE

OVERVIEW OF PACIFIC

» Pacific is the largest publicly-traded Blue Cross Blue Shield company and is one of the largest managed care
companies in the United States

- Operates “Blue” branded business in California service area through Blue Cross of California and national non-branded
operations through UNICARE subsidiary

- Total medical membership as of December 31, 2000 was 9.7 million members (including Blue Cross and Blue Shield of
Georgia)

- Fguity market capitalization as of April 20, 2000 was $5.7 bitlion

» Pacific offers a broad spectrum of network-based heaith products, including open access PPO, POS and
hybric products, HMO products and specialty products

- Specialty products include pharmacy, dental, utilization management, life insurance, preventive care, disability insurance

behavioral health, COBRA and flexible benefits accounts administration (total specially membership as of December 31,
2000 was 40.3 million)

» Pacific offers a variety of HMO products to members of its California HMO, CaliforniaCare
1t also offers MO products in the greater Chicago area as a result of its acquisition of Rush Prudential Health Plans

» On March 15, 2001, Pacific completed its $700 million acquisition of Cerulean (parent of BCBS of Georgia)

- Clerulean’s total membership as of December 31, 2000 was 1.8 million members

» On March 1, 2000, Pacific completed its $204 acquisition of Rush Prudential Health Plans, a 300,000 medical-
member plan primarily in the Chicago area from the Prudential Insurance Company of America
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MEDICAL MEMBERSHIP PROVILE

PROTECT CESATEAKE

g Pacific's core health insurance business is concentrated in the large employer group market.

MEDICAL MEMBERS'"

Iarge Bmplover

Ciroup

5.7 million

Individual and

Group
1.9 million

Senior
0.2 million

Total = 7.9 Million

Source: Company 10-K dated 1 2/31/00,

Note: Not pro forma fur acquisition of Cerulean.
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Small Employer

LTM NET REVENUES™

Large Employer
Group

$5.4 billion

Individual and
Small Employer

Group

. $3.0 hillion
33.6%

68% -
' Corporate and

Other
£0.0 billion

Total = $9.0 Billion
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RELATIVE STOCK PRICE PERFORMANCE

Over the past year, Pacific’s stock price has S|gmf|cantly outperformed the broader m1rket but has
lagged behind its publicly: draded'peers. I

DAILY IFROM APRIL 20, 2000 - APRIL 20, 2001
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-46.4%)

Wellpoint Health Netwoirks Ine. (+15.4%) = S&P 500 Composite (-13.4%

Indexed prices are marke! cap weighted.
Managed Care Composite includes: ART, CLUNT, HUM, MME, OIP, TGH and UNH.
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PREDICTABLE EARNINGS GROWTH

E Pacific has met or exceeded consensus.EPS estiniates over the |ast five years.
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SUMMARY HISTORICAL AND PROJECTED FINANCIAL
PERFORMANCE

Revenues

» Premium revenues increased 24.6% in 2000 (excluding Cerulean) primarily driven by risk-based membership growth of
[3.3% combined with average realized premium rate increases of 9.0%

» Strong projected revenue growth driven by above national average growth opportunities in California and the impact of the
acquisition of Cerulean

Membership

» Total medical membership rose 7.8% in 2000 (excluding Cerulean) driven by strong growth in California, where medical
membership increased 8.4% to 5.6 million members and the impact of the Rush Prudential acquisition

» Membership growth in California is due to strong growth in the smaller end of large group market, premium increases
comparatively lower than several of Pacific’s competitors, product diversity and the continued attraction of new large group
clients toits provider network

» Pacific is projecting overall membership to grow in the mid-to-high single digit range through the introduction of new lower-
priced individual and small group products

Medical Costs
» Medical loss ratio increased to 76.8% in 2000 from 75.5% in 1999 primarily duc.to:
~ The incremental effect of the Rush Prudential acquisition (Rush histotically experienced a higher loss ratio than Pacific)

~The growth in Pacific’s large employer group business segnmient which has historically experienced a higher loss tatio than
the individual and small employer group husiness

» Drojected medical loss ratio is expected to increase due to the impact of the Cerulean transaction, the increased mix of faster-
growing diug costs and outpaticnt services

Adminisirative Expenses

» Administrative expensc ratio decreased to 18.9% in 2000 from 19.6% in 1999 due to the integration of I'T systems from
acquired businesses and economics of scale associated with premium revenue growth in refation to fixed corporate overhead
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PROTFECT  GESAPREAKE

SUMMARY HISTORICAL AND PROJECTED FINANCIAL
OVERVIEW

1909.
Fiscal Year Ended December 31, 2002

(¥ in redtfines 1999 (1) 2000 (1) 2001 (2) 2002 (3} CAGR

T'otal Pevenne (4) 57,4854 $9,229.0 ¥12,4598 £14,727.2 253
Crromwth 1477, PRELA 15.0% 18.2%

FRIT 507.5 5881 7239 R32.S 17.9%
Margin 6.8% 6.4% 5.8 5.7 .
(Fronvth 2.4% 15.9% 23.0% 15.0% -

ERITDA 1576.2 36637 38221 £0309 17.7%
Margin - 7.27% 56T 0.4
Crovwth 4.7 15.2% 23.97% 14.3%

Net income 329712 3473 54049 $400 8 1n.5%
Margin 40%% 3.7% 3.2 3.7
Grreneth 12.9% 1527 18.3% 16.07%

EPS $4.38 £529 $6.05 37.00 160.9%
(Franeth 16.8% 20.8% 14.4% 15.7% --

Operating Statistics:

Medical Loss Ratio ("MELR™Y (5) 755% 76.8% 77.3% 77.7% -

Administiative Expense Ratio (6) 19.6% 1R.Y9% i8.6% 18.13%

Underwriting Margin 4.8% 4.4 A% 41%

Savrce: Company t0-K and Wall Sticet equity research.
MNote: Excludes non-recuiting items.

(1) Not pro forma [or Cerulean acquisition.

(2) Inclndes three quarters of Cerulean acquisition itpact.
(3) Inclurles Cerulean acquistion

(4) Includes investment income,

(5) Ratio of costs of benefits provided to premiums earned.
(6) Ratio of administrative expenses to premiums earncd
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PROJECT CaBESAPEAKE

CAPITALIZATION

As of

i i altons) 12/31/00
Cash & Cash Equivalents (1) $0.0
Total Debt (2) $1,000.9
Stockholders' Equity 1,644.4
Total (,-Tnpilali'/,a(ion $2.645.3
Total Debt / Total Capitalization 37.8%
Senior Credit Ratings:

S&P Credit Rating BIBB+

Moody's Credit Rating Baal

Note: Pro forma for Cerulean acquisition.
(1) Assumes 30 excess cash.

(2) Soutce: Pacific press release dated 1/2/01.
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PROJTECT C IIESAPEARE

PACIFIC ACQUISITION HISTORY

Acquisitions have been:a. cornerstone of Pacutlc’s growth strategy outsnde of lts C’ahforhm servrce area A and since 1996 it
has completed six transactlon i

14 mitlions)

Purchase

Date Target Location Price Comments

Y0 Cerulean Companies GA $700 > Acquisition of Cerulean Companies, Toc. ("Cernlean”), parent of Blue Cross and Blue Shield of
Georgia. ‘The original merger agreement signed in fuly 1998 called for Pacific to acaquire Cerulenn
for 3500 million in cash and stock paid to Cerulean shareholders. After an extended legal and
regudatory approval process, Pacific was poised 10 close the transaction when. in Navember 2000,
Trigon Healthcare Inc. suhmitted a competing conntec-hid for $3675 million in cash. Pacific
increased its original offer to $700 million in cash, which caused Trigon to back down, and
successfuily close the transaction in March 2001,

1200 F'reusnonﬂx [P ND > Acquisition of Precisionx, RxAmerica’s mail order pharmacy fnlfillment facility located in Fort

Worth, Texas, which filled approximately 1.6 million prescriptions annnally at the time of the

acquisition. PrecisionRx was acquired to provide mail order pharmacy services for Pacific's rapidiy
growing Pacific Pharmacy Management, which served approximately 28 million lives and was the
fourth largest pharmacy management company (“TBM™Y and the largest health plan owned PRAL in
the Uinited States at the time of the acquisition.

00 gllmh Prudential Health 5. 5204 > Acquisition of 300,000 member health plan jointly owned by Rush-Freshyterian St, Luke's Medical
Plans

Center, one of Chicago's leading medical facilities, and the Prudential Insurance ¢ nmpany nf
America. The Rush Prudential Tlealth Plan, which offered a wide array of products and services
ranging from HMO products to traditional PPO products, was folded into Pacific's existing

UNICARE operation and more than deubled Pacific’s Hlinois membership to nearly 537,000
membets.

5799 Omni Healthcare CA ND > Agrecment to tiansition 124,000 members from Omni Healtheare, a troubled provider-owned health
plan headquaitered in Sacramento, California, into Blue Cross of California’s HMO over a six
month period. Omni Healthcare aperated in 25 northern California counties. including a strong
presence in Sacramento and San Joaquin counties. and included approximately 65,000 conunercial
members and approximately 59,000 members in Califmnia’s Medi-Cal program for low-income
residents. The transaction price was undisclosed but depended. in part, on the number of Omni

Healthcare's commercial members that transitioned to Bine Cross of California's products.
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PROJIECT o <SSAPEAKE

PACIFIC ACQUISITION HISTORY (CONT'D)

(L millions)

Purchase
Date Target Location Price Comments
Ferminated Qualmed Plans for o ND > Pacific proposed to buy QualMed Plans for Health of Colorado, 2 unit of Foundation Health Svstems
Health of Colorado ("FHS™), which had approximately 102,000 membeis and was the seventh largest health insurer in
Colorado, The sale was part of FHS s ongoing program to divest itsell of unprofitahle health plans
Pacific announced the transaction during the same week that Anthem, Tnc. announced its intention to
acquire Blue Cross & Blue Shieid of Calorado and Nevada ("RUBSCN™Y. Pacifie then attempted to
outhid Anthem for BCBSCN thereby positioning itself as the targest provider of health insurance in
Colorado. Pacific suhsequently allowed its letter of intent to expite in September 1990 after its attempt to
acquire BCBSCN was unsuccessful,
Ferminated Blue Cross Blue Shield €O $266 > o March 1999, Pacific announced bid to acquire Blue Cross Blue Shield of Colorade and Nevada for
of Colorado and Nevada $266 miltion. Previously, BCBSCN, which had approximately 420,000 members in Colorado and 60,000
numbers in Nevada, had agreed to be acquired by Anthem, inc. for $155 million. Pacific’s offrr was
eventually unsuccessful and Anthem completed its acquisition of BUBSCN in Mavember 1999
97 John H:\ncoc'k $90 > Acquisition of group health and related life husiness, known as Group Benefit Operations (“GPO™) and
Group .Bnnem . Cost Care Inc. ("CCIY), of John Hancock Mutual Life Insinance Campany. The acquisition contributed
Operations and Cost approximately 1.3 million medical members to Pacific, as well as nearly 1 million members covered
Care Inc. through group life insurance products linked to health coverage, 1.5 million dental members and medical
management and utilization services sold to over 650 clients throngh CCLL
3196 Mass Mutual $402 Acquisition of the Life and Health Benefits Management Division of Massachusetts Mutual Life

Life and Health Benefits
Management Division

Insurance Co. that provided medical services to 1.2 million medical members and operates under the
UNICARE brand name.
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Analyst

Report Date

Price

Joseph I'rance

Match ](‘ /()t)]
50453

Roberta W, Goodmaii

February 15, 2001,

William MceKecver

I"el\nm]y 16, 2001

, }mozs.qo - $i0les
2001 EPS, P/E 86,05, 15.6x % os 17. %x
2002 EFS, P/E ‘56, o5, &7 00 i5

1? month Price Tarqet

5130, 0(
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> Paei hc is among the snongeqt

}!O?lllOIlCd ofihe m"nmgcd' care:

'  coripaiies, by Vi
underwriting record, its:Blue
frachise, tts emphasis on open
access hiealth plans and i1s limited
exposure fo Medicare.”

> “Pacific’s underwriting excellence
sicthe result of its indemnity
rodts and its large staffof.
actuaries; . .skills w hich will be

L eritical Hver. thc uvmmv ,’C'u, as :
emplo}ers‘requm lowcr

e of it&fstrong -

> “Pacifio's 1 d ot
earnifigg restilis highligh
 operating fréngths, neltid
iproductinnovatibnand @+
~positioning, underwriting and
pricing and capital discipling”

> “With clear momentum entering
2001.. . Pacific.should continue to

produce strong, prcdu.l"\lﬂe high="

qnall(v mmny" ;,rm\th

quantér and nely, pm(]nctq bemg
fiarketed thiough strong
diztribution channels.. Pacilic is
poised for solid growth in 2002,

- “Due toils breadth of
products:. swith similar margins on
Both thehighers and lower- end
offerings, .. Pacifie:is well
positioded if tlie pt)l‘entiz‘\l
§ !own in lhe ge rmmn) should
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PROIECT  (ESAPEAKE

OVERVIEW OF VALUATION METHODOLOGIES
E CSFB considered the following methodologies in its valuation of Chesapeake:

Valuation Methods Considered Comments/Applicability

Comparison of Selected Publicly Traded Companies » Comparison of the multiples implied by Pacific’s proposed

acquisition of Chesapeake to the trading multiples of
comparable publicly-traded managed care companies and a
calculation of an implied valuation range for Chesapeake
based on these comparables

Comparison of Selected Merger and Acquisition »

Comparison of the multiples implied by Pacific's proposal for
Transactions

Chesapeake to the multiples of selected managed care
transactions and a calculation of an implied valuation range
for Chesapcake based on one particularly relevant transaction,
the acquisition of Cerulean Companies, Inc. by WellPoint
Health Networks, Inc.

Discounted Cash Flow Analysis » Calculation of an implicd valuation range lor Chesapeake
based on the present values of future cash flows, under
vatious terminal value and discount tate assumptions, usiog
management's projections

80600 200
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PROECT W ESAPEAKE

VALUATION SUMMARY

(% in billinns)

$1.900

$1.700

Equity
Purchase
' 'rice

$1.300 Billion

Publicly Traded M&A DCI
Companies

» Above valuation range is before any discount attributable to:
- Unceitainties associated with multi-jurisdictional approvals
- Extended duration of buyer's financial commitment
- Cost, time and efTort Lo effect closure
= Buyer’s extended exposure to an interloper without commensurate deal protection
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PROIECT CHTSAPEAKE

COMPARABLE PUBLIC COMPANIES ANALYSIS OVERVIEW

E CSFB has selected four.comparable companies from the mahaged care universe for the valuation analysis

Methodology

To determine the value of Chesapeake using the current trading nmhtiples of

comparable publicly-traded mmmg(fd care companies
Company Selection

»  CSID segregated the comparable company universe as follows

- Large Capitalization non-B(

‘BS Managed Care companies: CIGNA, HealthNet. Humana
Mid Atlantic Medical Services, Oxford Health Plans and Unitedtlealth Group

= Blues companies: RightChoice Managed Care, Trigon Iealtheare and WellPoint Health
Networks

> CSIB selected four companies: Mid Atlantic Medical Services, Oxford ealth Plans,
RightChoice Managed Care and Trigon Healthcate based upon their regional business
focus, membership mix. profitability and expected growth as most comparable to
Chesapeake
Issues

>  This valuati . .

This valuation is before onc takes into account the cost and 1isk associated with the
disparate regulatory approval processes

> Nocontrol premium is reflected in the results of the public market valuation
Summary Conclusion

> Based upon selected multiples, the implied equity value of Chesapeake is between
$0.980 billion and $1.200 billion on a fully-distributed trading basis

930600 200
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Proirc L ESAPEAKE

COMPARABLE COMPANIES ANALYSIS
E The most comparable pUb!ic}ih@ﬁhédedj mapagéqifc_é'rvef'c;quﬁpsirjif‘eé arehlghhghted below

ANALYSIS OF SELECTED MANAGED CARE COMPANIES

(Dollars in millions, except per share data)

cLPhesr o %60bB2 0 ok Equiity s wEnterprise. o PIERAl o T L

Company LT A20/01 CTWERHigh 7 Valye: U7 Value'. 2001 PEC T 2002 PE. 2002 PEG

Large Cap Managed Care Companies
CIGHA Corporation $100.90 73.8% $ 15,666 % 1/,975 13.3x 11.9x a5.2% 13.97%% Q.5%
Health Mat, Inc. 18.40 72.0% 2,448 3,213 12.3x% 10.6x 86.37% 12.3% 5.07%
Humana, Inc. 9.05 657.2% 1,635 2,135 13.2x 10.4x 78 3% 13.3% el
Mid Atlantic Medizal Sarvices Inc. 19.00  '86.9% 783 786 15.9x 13.6% . L 938% b 5% AR%
Oxford Health Plans, Inz. 2612 61.1% 2,689 2,870 10.0x 8.6x 53:8% 0 e 16.0% 11.0%
UnitedHealth Group 680.21 93.6% 20,863 22,072 23.8x 20.7x 120.0% 17.2% 6.9%

| Carge Cap Managed Care Mean 14,8y 12.6% 86.2% 14.57% 6.6% |

Bhies )
RightGhoine Managad Gatellne, 7 1as 70 837,75 4. 88.7% S TG A.5%
Trigon Hedlthears the! & 2o AR 3.3% (B 7 B.5%
WellPoint Health Networks, Ina, 88.44 3,708 12.7x B4.0% 6.6%

[ Biues Mean 14.4x 12.4x Bi.2% 15.4% 7.9% |

[Overall Mean 14.6x 12.6x 84.67 14.87% 70% ]

Mote:  Source for TIPS estimates and leng tenin EPS growth rates is First Call,
(1 TN as of 12731700,
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; As part of ou_r_,va‘luat‘iOI‘i}aﬁa‘ly“s :

PROJECT _AFSAPEAKE

VALUATION BASED ON PUBLIC COMPARABLE COMPANIES

5| CSFB imputed a range of valies for. Chesapeake based onanultiple reference range
derived from comparable publicly raded large capitalization fianaged cate aric |Blue:Cross Blue:Shield Companies,

Implied Chesapeake

Chesapeake CSFB Reference Range Equity Value (3
(% in miltionsy Data Low High Low High
Ioquity Value /; G
20011 Net Income (1) (2) R VAR 12.5% — 14.5% $979 — $1,123
2002F Net Income (H (D x “89.3 10.5 — 12.5 $1,022 — £1,201

(1) Assumes a 38.0% effective tax rate.

(2) Source: Company management.

CREDT
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SUISSE | I

OCC 009088

(3 Buiplicd equity value inchudes a $327.8 million projected NOL estimated to be worth between 382.1 million and $86.3 million on a PV basis. Analysis assumes mid-point of range
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PROTECT v ESAPEAKE

COMPARABLE M&A TRANSACTIONS ANALYSIS OVERVITW

Methodology

\4

To determine the value of Chesapeake using the multiples derived from comparable
M&A transactions

Transaction Selection > CSFB considered selected data from eight comparable M&A transactions completed
since January 1, 1997

Issues > Only one relevant transaction, the acquisition of Cerulean Companies by WellPoint

Health Networks
» [Pew transactions in the past several years

» Scveral transactions involved acquisitions of financially distressed private
companics

Summary Conclusion > CSFB believes that an approximate reference range for Chesapeake's equity value is

between $1.280 billion and $1.450 billion

CEEOR

SUISS

Ty ==

29

QCC 009089




Board Pr tion (Apr 200 dng

PROJECT  AESAPEAKE

COMPARABLE M&A TRANSACTION VALUATION RANGES

(% in millinug)

Implied
Chesapeake WellPoint / Cerulean Chesapeake
Data (1) Transaction Multiplas Equity Value (1
Enterprise Value /:
LM EBITDA $136.2 10.0x 31,422
LTM EBIT 100.5 12.1 1.277
Fquity Value /:

LLTM Net Income (3)

(1 Sovrce: Company audited Gnancial statements dated 12/31/00.

14.8x

f1,440
(2) Iinplied equity valne includes a $327.3 million projected NOL estimnated to be worth between 380.5 million and 384.8 million on a PV hasis. Analysis asswmes mid point of range.
(3) Assimner 20007

effective tax rate (AM T rate) and excludes nen recuriing charges and discontinued operations.

060600 200
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COMPARABLE M&A TRANSACTION ANALYSIS

ANALYSIS OF SELECTED HMO / Managed Care M&A TRANSACTIONS

(Dollars in millions)

PROJIFCT CHESATEAKE

Enterprise Purchase Price /: . Equity.Pur. Price /:
Acquiror / Date Enterprise R
Fargat o < Announced - Pur. Price: - EBITDA L OUEBIT L LEMIN
Wellpoint Health Networks Inc., / 11/29/00 $700 10.0x 12.9x 14.8%
Cerulean Companies, Inc.
BCBS Texas / 9/14/99 $500 NA NA MNA
Texas NYLCare
Aetna, Inc. / 12/10/98 $1,000 NA MA NA
Prudential HealthCare
Astna, Inc./ 3/16/98 $1,050 NA NA N
NYI.Gare
Coventry Health / 11/4/97 $375 MA NA MA
Principal Health Care
Humana, Inc. / 6/3/97 F404 NM Rhe] N
Physician Comporation of America
Foundation Health Systerns, ne. / 5/8/97 27 NM 2] NM
Physicians Heallh Services, Inc.
Cigna Comporation / 2/28/97 51,652 16.5x 26.9x 46.3x

Healthsowice, Inc.

N
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PROIECT VL ESATEAKE

DISCOUNTED CASH FLLOW ANALYSIS OVERVIEW

E Discounted cash flow analysis is dependent on several key assumptions.

Idethodology » Todetermine the present value of the projected alter-tax free cash Flows of Chesapeake
utilizing a forward P/E exit multiple to caiculate terininal value and a range of disconnt rates
plus the present value of the projected tax henefit of the Chesapeake net operating losses

Variables VARIABLE SELECTED RANGES BASIS

I Torward P/E Muliiple (2006) A [2.5x-14.5x A Public Company Analysis
. Discount Rate Range A (3% - 167 A WACC Analysis
Comments »  Source of projections: Chesapeake management
Issues > This valuation is before one takes into account the cost and tisk associated with the disparate
regulatory approval processes
Summary Conclusion »

Based on this analysis. the imiplicd equity value of Chesapeake is between $1.260 billion and
$1.550 billion
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PROIVCT CAESAVTEAKE

DISCOUNTED CASH FLOW ANALYSIS

Projecled Flscal Years Ending December 31, 5-ymar
2001 2002 2003 2004 2005 2006 CAGR
Total Revenves (1) 0206 $4,422.7 31,8640 $5.349.6 $5.883.5 364716 9.9%
Groveth .- 9.7% 10.07% 10.0% 10.07 1007
Net Inenme (2) KERRG $89.3 31027 FHIR1 1359 1562 16.9%
Gronth - 24 8% 15.0% 15.0% 1507 15.0%
Margin 78T 2.0% 217 2.2% 2.3% 2.4%
Adjnsted Net Tncome $710 3867 908 1087 $122.4 F13R3 H e
Crrowth -- 21.0% 11,70k 12,27 12.6% 13.0%
Margin 1.5% 2.0% 2.0% 207 2.1 2.1%
Free Cash Flow $71.6 386.7 $06.8 $108.7 $122.4 31382
Peiiod 073 1.75 275 175 475
Discount Factor 02004 0.7951 0.6974 06118 0.5367
Present Value of Future Pree Cash Flows $61.9 689 $67.5 3665 $65.7

33135

(1) Exclndes tnvestment income.

(2) Assumnes 38.0% effective tax rale and no NOL henefits. NOT benefits are included in the Adjusted Equily Value belnw,

(3) Free Cash Flow is defined as the lescer of the adjusted netincome and the excess swplus. Excess surplus is defined as total reserves plus adinsted petinenme
less required statmtory surplos (10.0% of premivms eamed).

Forvard IVE Muliiple Terminal Value Sensitiviry Analysis
2006 Adj. Net Income EAREN Forward Mel income Multiple
Terminal Value Forward Net Income Multiple 13.5x 12.5x 13.5x 14.5x
Terminal Fanity Valoe 31,866 4 B 13.0% $1.393 $1.470 $1,54%
Discount Rate 14 07 5 14.0% 148 1,410 1,404
Discount Factor 0.3367 Se 15.07% 1,200 IRES 1,442
Present Vatue of Terminal Equity Value FLOOLG ac 16.0% 1.236 1,32 1,203
Present Value of Futnre Free Cash Flows 33315
Fanity Vatue 13350
Plus: NOL at midpoint 842
Adjusted Fanity Valae 14103
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